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The United States of America use credit very largely, but they also require a great store of money of full legal tender, and so do many other countries.
How, then, can it justly be said that the Quantity Theory of Money ceases to be applicable as credit extends ? It never could be applied anywhere, or at any time, without the qualification that other things remained equal, but, as Banking progresses, the qualification will become of less, and not of greater, importance.
When the system of Banking has received its complete and ultimate development, the condition that other things must be equal will be of less importance, and the statement that the level of prices is directly proportionate to the Quantity of Money, and inversely proportional to the Volume of Trade, will be subject to less qualification than it is at the present time.1
1 Though my opinions differed from those of Lord Farrer and Mr. Macleod with regard to the Relation between Money, Credit, and Prices, I had the highest respect for Lord Farrer's character and ability, and fully acknowledge the benefit I derived from the study of Mr. Macleod's contributions to Economic Theory.
My personal relations with both of them were always of the most friendly character. The fates were unkind to Mr. Macleod when the supposed necessities of the Bimetallic Controversy brought into prominence, for a time, that portion of his writings which was most open to attack.